This paper examines the linkage between privatisation and social spending in the least developed African economies with reference to Ethiopia. Many previous studies have proved that privatisation has had a direct and positive effect on social welfare. The study used data over 10 years, 1994/95-2003/04, and simple econometrics model to test whether or not there is any connectivity between privatisation and social spending. Four major overheads are selected for this study: education, health, road construction and social welfare. The empirical results show that the connectivity of privatisation in relation to these overheads is weak and fragile, owing to the small size of privatisation programme which was implemented in Ethiopia. War is also identified as an affecting factor on social spending. This study concludes that the objectives when they are set must be compatible with the programme. Inconsistent and lavish objectives may cause damage about the opinion of the particular policy when evaluated.
Introduction
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Many times, the impact of privatisation on social overheads has generally been ignored despite the fact that these overheads are considered as the pillars for a real economic development. Empirical evidences indicate that privatisation is also one of the major economic policies expected to bring changes not only in the economic and political scenario, but also in the social aspects of the country. In many developing countries, privatisation proceeds have been used for social sector development overheads (Thobani, 1994) , and eventually have improved social welfare (Aharoni, 1991) . In Africa, not only does privatisation enable the government to spend its collected proceeds on social overheads, there have also been evidences that privatisation guarantees income generation, increases ability to spend with widening tax base and facilitates larger public spending on social development which is subsequent to increased economic activity arising from privatisation. Ahluwalia (2002) agrees that privatisation increases economic efficiency and generates more income and rapid growth. No wonder, the economies of sustainable income would spend more money on social overheads.
There are a few empirical proofs in linking privatisation to social spending. It is found that there has been a dearth of studies particularly in Africa to authenticate the connectivity between these variables, which has in turn failed to render a holistic and comprehensive view as to what degree or extent privatisation relates to social benefits. In some cases like Nigeria, the impacts of privatisation on social objectives have largely been overlooked (Mahmoud, 2002) . As a consequence, many implications underlying the relationship between privatisation and real economic development of the most Sub-Saharan African (SSA) countries remain either unknown or over looked.
Ethiopia is one of the Least Developed African countries in SSA where privatisation has been widely implemented. Privatisation in Ethiopia, which was implemented in 1994/95 Ethiopian Fiscal Year (EFY), is so unique in Africa for three reasons: First, it is not only viewed as an effort to privatise state owned enterprises, but also seen as a policy helping the country transmit itself from a 17 years old-communistic pattern of economy-Derge Regime, a Marxist-Military Government, had ruled the country from 1974 to 1991-to the market-led economy. Second, the privatisation programme aims directly or indirectly at the poverty reduction mission since the country is one of the poorest countries in the world, with an estimate per capita income of about USD 100. As of 2003/04, 44 per cent of the people live below the basic needs poverty line (World Bank, 2004a) . Non-monetary indicators of poverty are equally severe amidst its richest historical background, natural advantages and beautiful topography. Finally, the objectives of the privatisation programme itself contain an open inclination towards social objectives (GoE, 1998b) . This paper analyses the connectivity between privatisation and social overheads in Ethiopia to explore whether or not the privatisation programme in the country has benefited the society. The next section discusses the methodology and model specifications adopted in this study to examine the connectivity between privatisation and social spending. The third section provides a glimpse of the Ethiopian economic policy and Privatisation programme. The fourth section discusses social spending during the privatisation period, followed by the empirical testing and interpretation. The final section concludes the study. 
II. Methodology of the Study

Model Specifications
Four different econometric models given below are developed for the selected social spending which are expected to have drawn effects from privatisation. The models are designed in such a way as to see the impacts of privatisation on the per capita income, and also in relation to spending on education, health, road construction and social welfare. The purpose is to see whether these variables capture any effect from privatisation.
GDP growth [y] t-1, lagged one period is included in all models since it is considered an important variable determining capability of the government to spend for the well-being of the society. Privatisation [PRIV/Y] t is an explanatory variable, incorporated in all models. War with Eritrea (D) t , which broke out in 1998, is fitted as a dummy variable in order to capture its effect on the government spending and also its inclusion has the assumption that a country directs a significant portion of money to war related expenditure than social spending.
In [Edu/Y] 
Where t = 1……….,10 and u t = the error terms, which are independently and identically distributed with zero mean and finite variance. As budget is always prepared in advance, the [y] t-1 = GDP Growth (Real) rate, lagged by one period.
[PVT/Y] t = Privatisation proceeds as a percentage of the country's GDP.
[D] t = War with Eritrea (D) t , which broke out in 1998, is fitted as a dummy variable (where D=1 for the war situation and 0 otherwise).
For ensuring the reasonable accuracy of results, the significant level of multi-collinearity (that is, a regression showing that a variance inflation factor (VIF) is greater than 5) is discarded from these results because a value of VIF higher than 10 usually indicates presence of multi-collinearity. Moreover, the results are adjusted for the presence of autocorrelation. Durbin-Watson is used to detect the autocorrelation and also the analyses are ensured that homoscedasticity is met.
III. Ethiopian Economic Policy and Privatisation
Ethiopia actually began the 1990s with a clear vision of reversing the socio-economic crisis of the 1980s and rapidly transforming the economy. The clear vision was nothing but the economic reforms, facilitated by the Transitional Economic Policy (TEP) which was then announced by the Government of Ethiopia (GoE) in November 1991. Following that policy, a three year Policy Framework Paper was also developed and agreed upon with the IMF and the World Bank in October 1992. The Policy Framework Paper, which forms the basis for the economic reform programme, sought to revitalise the economy and create a more market oriented economic system, giving room for privatisation and thereby, replacing the rigidly centralised command economy (GoE, 1992: 3-12) . In 1992/93, the government began its first series of economic reform programmes. The reform programmes were at reorienting the economy from command to market economy, rationalising the role of the state and creating a conducive legal, institutional and policy environment to enhance private sector investment. The adoption of Agricultural Development led Industrialisation Strategy (ADLI) provided long-term development framework for economic transformation.
Although privatisation was conceived in 1992, it was implemented as one of the structural adjustment programmes in 1994/95 EFY. Since then, about half a billion was collected as privatisation proceeds through a sale of 220 SOEs, including 13 transactions of restitutions taken place in the country as an outcome of political change. Although, the total privatisation proceeds seemed to be less as compared to that of those developing African countries such as South Africa and Zambia, it was considered the largest one in Eastern Africa. Table 1 examines the magnitude of privatisation in the country. 1999/2000-2003/04 . Of the total proceeds, 88.07 per cent were collected during the first phase which was a good sign of progress, whereas, in the second phase, it was only 11.93 per cent which shows a poor show of the privatisation of the country.
It is also observed that the earlier phase was considered a boost, owing to the proceeds received during the fiscal year 1997/98 which was the peak moment in the Ethiopian privatisation history that yielded USD 193.1 million, constituting 45 per cent in the total proceeds collected during the privatisation period. Since then, there has not been any commendable progress in the privatisation revenues. In total, the programme yielded USD 433.7 million. Nellis (2003) finds that the size of privatisation in the country over the period constitutes only 4.7 per cent of the total sale proceeds received in the whole African region.
IV. Connectivity between Privatisation and Social Spending
Privatisation as a policy is conceived not only in terms of selling SOEs and promoting private sector, but also is seen as to help avoid budget constraints of a country. Privatisation proceeds as observed in many countries are found to have been directed as social overheads which enabled them to experience a substantial improvement in the social conditions. Such expectations are common in all developing countries where the implications of any policy towards social conditions are more emphasised.
Ethiopia was quite prone to these expectations since the country, with its low income, was unable to attain a minimal standard of living as gauged by access to adequate education, health services, social welfare and road construction. Without their adequate presence it is much difficult for a country to achieve economic development and improve social opportunity. It is, hence, implied that most policies including privatisation are said to have been directed at improving the access to these basic social benefits, and thereby ending up in poverty reduction. The forthcoming discussions analyses the pattern of social overheads and their effect in poverty reduction over the study period, followed by an empirical testing to prove whether the privatisation in Ethiopia has benefited the society on these chosen variables.
Privatisation and Education
Education plays a key role in offering individuals with the knowledge skill and competencies to participate more effectively in society. A well educated and well trained population is important for the social and economic well being of countries and individuals. Technological advances and hence the rising skill needs of labour markets underscore the importance of continuous development of skill levels. The level of educational attainment in a population is an indicator of the stock of human capital (The Hindu, 2001: 20) . Fields (2001) also asserts that without education, it is much difficult for a country to achieve economic development and social opportunity.
Ethiopia is the second most populous country in SSA, but with a 56.2 per cent of illiteracy among the adult population in 2003/04. As far as the education attainment is concerned, the country improved over the study period because the illiteracy stood at 71 and 64 per cents respectively in the fiscal years of 1990/91 and 1996/97 (World Bank, 2004b) . Other indicator of primary school gross enrollment ratio also improved from 37 per cent in 1994/95 to 64 per cent during the end of the study period, whereas the pupil/ teacher ratio increased from 38 to 55 over the study period, owing to the rapid number of students going to schools. But the number of schools have not increased proportionately.
CSA statistical abstracts in 1999, 2002 and 2004 report that the number of government schools, which stood at 10148 in 1994/95, rose to only 12,217 in 2003/04, whereas the number of students admitted increased from 3.2 million to 8.7 million over the period. Table 2 shows the details of education expenditure during the privatisation period. For the analysis, the magnitude of education is expressed in terms of expenditure in per cent of GDP. Table 2 shows that the country improved its stand on education by increasing its expenditure share on education. The education expenditure increased from USD 19.65 million in 1994/95 to USD 56.02 million in 2003/04, recording an average spending of USD 31 million over the study period. Spending on education relative to GDP gives a measure of how much a country invests in human capital. Education in per cent of GDP also rose over the period, climbing from 0.34 per cent to 0.76 per cent, accounting for an annual average of 0.44 per cent over the period. A simple correlation analysis reveals that there is an insignificant negative correlation (correlation coefficient is -0.312) between privatisation and educational spending.
Privatisation and Health
The attainment of a healthier society depends on how much the government spends on health. Health coupled with education determines the quantity and quality of manpower available in a country. Health facilities in Ethiopia were in a bad condition since its national income could not afford to provide as much health facilities as possible to the public. Looking at the statistics of population per hospital bed rose from 4,141 in 1994/95 (World Bank, 1996) Table 3 shows the health expenditure over the study period. It indicates that the health expenditure declined by almost half the amount over the period. In 1994/95, it recorded USD 17.55 million, but reached at the end of the study period, only USD 7.45 million despite an alarming increase of HIV/AIDS infections in the country. Unprecedently, the fiscal years 1996/97 and 1997/98 received relatively a huge share, but afterwards, it is found that there was a steep decline in the health expenditure.
Privatisation and Road Construction and Social Welfare
In line with education and health, road construction (also called as economic infrastructure) and social welfare are the critical ones. Expenditure on road construction plays a vital role in the development of any country, particularly in alleviating poverty. Having more than 80 per cent of the population living in rural areas, the country has realised the importance of roads, connecting villages to main towns and capital cities. Roads not only bring people together, but also the rural commodities for their livelihood. Expenditure on social welfare determines the friendliness and concern of the government towards the society. Social welfare includes safety net programme for the labour, family planning programme and food security. Table 4 shows the expenditure on road construction and social welfare activities over the study period. It pictures out that the expenditure on road construction increased rapidly, whereas the spending on social welfare declined over the study period. The spending on road construction, which accounted for USD 17.95 million in 1994/95, rose to USD 140.83 millions in 2003/04, constituting an annual average of USD 69.8 million over the period. It is also observed that Rc/GDP increased from 0.31 per cent to 1.90 per cent, establishing an annual average of 0.71 per cent over the study period. The reasons are not known for the reduction of social welfare spending, but the spending on road construction may have resulted in improving the well being of the people. Dercon (2002) also finds that the market connectedness efforts through road infrastructure during the reform period improved the well-being of the people It is also drawn from Table 4 that the spending on social welfare declined from USD 17.27 million in 1994/95 to USD 1.26 million in 2003/04. The lowest spending was found at the aftermath of the war, particularly in the fiscal years 1998/99 and 2001/02. Spending on social welfare on an annual average stood at USD 17.03 million, accounting for 0.031 per cent in terms of GDP over the period.
A simple correlation analyses of the variables of road construction and social spending reveal that there is a negative correlation (correlation coefficient is -0.508) observed on road construction, whereas a positive relationship (correlation coefficient is 0.469) with social welfare spending. Both these results may also be interpreted in such a way that the direction of their magnitude counts a lot to determine their correlation. As it is already learned that the magnitude of privatisation shrunk over the period relates inversely with the spending on road construction which increased over the period, while directly relating with the shrinking pattern of social welfare spending.
Privatisation and Poverty
Complication underlying the assessment of privatisation in Ethiopia is further provoked by the priority given to poverty reduction. However, an attempt is made here to discuss the link between privatisation and poverty reduction. Finding an annual average of USD 101 per capita income over the study period, the country remained to be one of the poorest countries in the world. As a result, poverty reduction has become one of the major objectives behind the economic reforms and privatisation efforts in the country. The government is committed to these reforms either voluntarily or forcibly for poverty reduction within a framework of macro-economic stability because most of the policy framework of the World Bank links even privatisation with poverty eradication (World Bank, 2003) .
While observed, during the initial period of implementation of privatisation programme, 45.5 per cent of the population was under absolute poverty, meaning unable to meet the minimum requirements for subsistence. In this rate of national poverty, the rural constituted 47.0 per cent, whereas the urban accounted for 33.3 per cent (MoFED, 2002) . Looking at the UN definition of poverty, the population living below USD 1 a day was 81 per cent in the same period which stagnated over the study period, showing no further improvement. However, the 'absolute poverty ' declined from 45. As far as access to improved water sources, 15 per cent of the rural population had access in 1994/95 which unfortunately declined to 12 per cent as /03 (UNDP, 2003 . This decline of facilities correlates with the observed decrease of the government expenditure on health and social welfare, particularly in rural areas. On the other hand, in urban areas, it increased from 66 per cent to 81 per cent over the same period.
It can be said that the national poverty and HRD index were reduced but insignificantly over the study period. The rural showed the positive effect in which there is, however, no strong evidence to have linked with privatisation, owing to nonavailability of time series data on poverty. Christiaensen et al., (2002) , however, links this poverty reduction, through their international cross-sectional growth regression, with the macro economy policy improvement in the country. Whatever be the case, it is found that the facilities offered to the rural were found declining. If it were the case, the effect may no longer hold good.
It is unfortunate to observe that the country over a decade with these economic reforms including privatisation has been unsuccessful in stimulating recovery. Week (2001) acknowledges that such failure was only rampant in SSA. It is because of the reason that these countries lack a growth-focused macroeconomic policy which is essential to a new policy consensus. The first step toward poverty reduction strategy is faster growth. No matter, how often it is asserted, deficit cutting, exchange rate liberalisation and high real interest rates do not cause a growth strategy. This is true in the case of Ethiopia where a lot of reforms were made towards these determinants. Inflation and interest rates were not so harmful, but no effect was found in poverty reduction. The problem in the country was slow growth, with a lot of uncertainties. Unless the focus is showered on this aspect, the expected changes of these reform policies may not be imminent.
The above discussions on social spending during the study period reveal that the expenditure on education and road construction was kept in an increased trend to improve the quality of human stock, and enhance the market connectivity. But, the spending on health and social welfare was reduced over the study period against all odds that privatisation improves the social spending.
Empirical Estimation and Interpretation
The results of impact of privatisation on the private capital accumulation, which are tested at 5 per cent significance level, are given in Table 5 . The explanatory power in all models is substantially robust and behaved soundly with the adjusted R 2 s of 0.792, 0.654, 0.978 and 0.810 respectively for the results on education, health, road construction and social welfare. The empirical findings in the model underscores the fact that privatisation is either invariably insignificant or robustly negative on the social spending of the country. This finding, therefore, exhibits that the link between privatisation and social spending is weak and partial. The coefficient for education is robustly negative, indicating its negligible role in the nation's human capital development. The co-efficient results obtained for the health and road construction shows that these variables are not significantly influenced by the privatisation programme of the country despite a steady increase in the expenditure on road construction. This fragile connectivity as a net result is obvious since the revenue collected from privatisation was too small to divert and accommodate in large quantity for these overheads.
The exogenous variable of the growth rate of the country is found to be a discouraging phenomenon in all response variables, revealing the incapability of the economic growth rate to meet the needs of the growing population of the country. If privatisation does not help surge economic growth, it is obviously difficult for the same to enhance social overheads. The War, which broke out in 1998, affected negatively the social spending except road construction to which the dummy variable shows a positive result. It might be complicated to demonstrate as to why only the variable of road construction is exception in relation to war. However, it can be justified that the expenditure on war might have been used substantially for constructing road connecting the borders to transport war infrastructure and personnel easily.
V. Conclusion
Linking privatisation to social spending is a complicated task. The privatisation proceeds collected through the sale of SOEs may improve the budget in the short-run, but the same effect may not be expected in the social overheads. The government spends its revenues according to their options and priorities-public needs and economic requirements may be the rationale governing such priorities-which are normally set forth in line with economic and political conditions of the country as well as with the election manifesto of the ruling party. Widening trade deficits, increasing burden of debt and mounting political instability often cause the earned revenues to spare for many activities which may not, most of the times, entail social ones. Ethiopia is at the height of all these problems to which the economic policies like privatisation, which was small in indeed, cannot be expected to work well.
The future of Ethiopia is determined not only by what the policy is, but also by how the policy is linked to the objectives set forth. Biased and impracticable objectives may cause for a negative opinion of the policy when evaluated. Hence, it can be recognised that privatisation, if pursued within the wrong framework and without human development as an objective in mind, would fail to achieve the objective of improving human well-being. The policy implications arising from this analysis demand for further research into the policy environment, in particular the roles played by the magnitude of budget deficit and expenditure priorities of the country if the relation between privatisation and social spending is well understood.
